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December 15, 2011 

 

 

 

 

Paul A. Novak, AICP 

Executive Officer 

Local Agency Formation Commission 

  for the County of Los Angeles 

80 South Lake Avenue, Suite 870 

Pasadena, CA  91101 

 

Dear Mr. Novak: 

 

The State Controller’s Office has completed a review of the questions raised by the proponents 

of the incorporation of the East Los Angeles area regarding the comprehensive fiscal analysis 

prepared by your commission for the proposed East Los Angeles incorporation.  The results of 

our review are presented in the attached report. 

 

The objective of our review is to opine on the accuracy and reliability of the information, 

methodologies, and the documentation used in the Comprehensive Fiscal Analysis.  Our review 

was based on analysis using known and exiting past data as prescribed by Government Code 

section 56801 and the Governor’s Office of Planning and Research’s “A Guide to the LAFCO 

Process for Incorporations.” 

 

The cost of our review is approximately $39,840 and our invoice with be forthcoming. 

 

Upon request, my staff is available to meet with you to discuss the details of our review and 

findings. 

 

If you have any questions, please contact Steven Mar, Chief, Local Government Audits Bureau, 

at (916) 324-1696. 

 

Sincerely, 

 

Original signed by 

 

JEFFREY V. BROWNFIELD 

Chief, Division of Audits 

 

JVB/wm 
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Executive Summary 
 

A proposal was presented to the Local Agency Formation Commission 

for the County of Los Angeles (LAFCO) for the reorganization of the 

East Los Angeles area of Los Angeles County. The proposed 

reorganization was for the incorporation of the East Los Angeles area as 

a new city. 

 

The Executive Officer of LAFCO, through a contract with a consultant, 

prepared a comprehensive fiscal analysis (CFA) for the proposed 

incorporation, in accordance with the requirements of Government Code 

section 56800. The Public Review CFA was revised and published 

September 7, 2011 (Revision 1). 

 

Government Code section 56801 allows any interested party to ask 

LAFCO to request that the State Controller’s Office (SCO) review 

specified elements of the CFA with regard to the accuracy and reliability 

of the information, methodologies, and documentation used in the 

analysis. Within 45 days of receiving a request, the SCO is required to 

issue a report to the Executive Officer of LAFCO. 

 

On October 17, 2011, the East Los Angeles Residents Association 

(ELARA), the principal proponents, submitted a request to LAFCO that 

the SCO review eight issues related to the accuracy of data in the CFA. 

Subsequently, on November 1, 2011, the proponents asked the SCO to 

limit its review to four of the eight issues identified in the original 

request. 

 

The proponents’ request to LAFCO for the SCO to review eight issues 

relative to the CFA is included as an Attachment to this report. In 

accordance with the proponents’ subsequent request, we limited the 

scope of our review to four issues (proponents’ issues 1, 4, 6, and 7). 

 

Issue 1:  CFA overstated contract city law enforcement costs by 

$2.3 million because it relied on a very small sample of other comparable 

cities to establish contract cities’ law enforcement costs. 

 

Issue 2:  CFA understated franchise fee revenue by $2.3 million because 

the new city would be in a position to negotiate a franchise agreement 

with its utility providers such as the garbage hauler. The proponents 

asserted that the new city could request to dissolve the Belvedere 

Garbage Disposal District and then directly negotiate a franchise 

agreement with its future solid waste hauler. 

 

Issue 3:  CFA ignored grant revenues but not grant-funded expenditures, 

which resulted in an understatement of estimated grant revenues by 

approximately $4 million. 

 

Issue 4:  CFA understated utility user tax revenue by $1.7 million by 

failing to include non-residential land-line telephones. 

 

 

  

Background 
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The Appendix to this report contains a schedule showing the SCO’s 

calculation of the projected budget deficit of the proposed new city for its 

first and second years of operation. The schedule was calculated based 

on the estimated revenues and expenditures as identified in the CFA and 

the proponents’ proposed adjustments. The applicable base year was 

Fiscal Year (FY) 2009-10. We also have included increased Sheriff costs 

based on our evaluation of the Sheriff costs in the CFA. 
 

Our findings with respect to each of the issues identified by the 

proponents are provided below: 
 

Issue 1:  CFA overstated contract city law enforcement costs by 

$2.3 million because it relied on a very small sample of other 

comparable cities to establish contract cities’ law enforcement costs. 
 

The SCO concludes that the CFA’s estimated law enforcement costs for 

the proposed city is unreliable. While the CFA and the proponents both 

used comparison cities to determine their estimated law enforcement 

costs for the proposed city, the SCO does not believe this is the 

appropriate methodology for determining estimated law enforcement 

costs, as there are numerous unquantifiable factors that could affect 

comparability. Based on data provided by the Los Angeles County 

Sheriff's Office, the CFA’s cost estimate may have been understated by 

$10.1 million plus another $6.8 million in first-year start-up costs instead 

of overstated by $2.3 million as the proponents have asserted. 
 

Issue 2:  CFA understated franchise fee revenue by $2.3 million because 

the new city would be in a position to negotiate a franchise agreement 

with its utility and service providers such as the garbage hauler. The 

proponents asserted that the new city could dissolve the Belvedere 

Garbage Disposal District and then directly negotiate a franchise 

agreement with its future solid waste hauler. 
 

The SCO concludes that the CFA’s methodology of excluding the solid 

waste franchise fee from the CFA is reasonable because the county does 

not currently collect such fees and there is uncertainty as to the amount, 

if any, to be collected by the new city. Moreover the proponents’ 

estimate of $2.3 million in additional franchise tax fees was based on the 

collection history of other cities, which does not necessarily reflect the 

amount to be collected by the proposed new city. 
 

Issue 3:   CFA ignored grant revenues but not grant-funded expenditures 

which resulted in an understatement of estimated grant revenues by 

approximately $4 million. 
 

The SCO concludes that the CFA properly excluded grant revenues in 

accordance with “A Guide to the LAFCO Process for Incorporations” 

published by the Governor’s Office of Planning and Research (OPR). 

There is no evidence to support the proponents’ suggestion that  

expenditures associated with grant revenues had been included in the 

CFA except for Proposition 172 (for public safety) monies that the 

proposed city is not eligible to receive. 

 

  

Summary of 

Review Findings 
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Issue 4:  CFA understated utility user tax revenue by $1.7 million by 

failing to include non-residential land-line telephones. 

 

The SCO concludes that the CFA failed to include estimates from all 

revenue sources that are subject to the utility users’ tax, including non-

residential landlines. The omission is due to the inability to obtain 

accurate and reliable data from the utility company. The proponents’ 

estimate of $1.7 million in additional utility users’ tax does not 

necessarily reflect the amount to be collected by the new city. 

 

 

Original signed by 
 

JEFFREY V. BROWNFIELD 

Chief, Division of Audits 

 

December 15, 2011 
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Review Findings 
 

The proponents, in their request to the Local Agency Formation 

Commission for the County of Los Angeles (LAFCO), stated: 
 

ELARA requests that the State Controller review the CFA’s 

comparison city estimating methodology, data, and findings related to 

the proposed city’s law enforcement costs. 

 

The proponents believe that the proposed city’s law enforcement costs 

were overstated in the CFA by $2.3 million and raised the following 

concerns in their request to LAFCO: 
 

The CFA estimate for East Los Angeles amounts to $166 per capita, 

which is overstated compared with the average of $150. (For the 

sample used in the CFA.) 

 

The East Los Angeles Residents Association (ELARA) further notes: 
 

The CFA relies on a very small sample to establish contract cities’ law 

enforcement costs, particularly when it excludes Santa Clarita. 

 

SCO’s Analysis and Response to Issue 1 (Proponents’ Issue 1) 

 

The State Controller’s Office (SCO) concludes that the CFA is unreliable 

in determining law enforcement costs for the proposed city. While the 

CFA and the proponents both used comparison cities to determine their 

estimated law enforcement costs, the use of comparable cities’ law 

enforcement costs to project the proposed city’s law enforcement costs is 

highly subjective, as is choosing comparable cities. Even though cities 

can have similar populations, locations, and services, each city or 

proposed city is unique and can contract for different law enforcement 

services. Some of the different services that can be contracted for and 

currently are provided in East Los Angeles are Community Oriented 

Policing Services (COPS Bureau), vandalism enforcement, and Crime 

Impact Team (CIT), among others. 

 

Contrary to the proponents’ assertion that the CFA’s cost estimate was 

too high, our review found the law enforcement costs for the proposed 

city potentially could be significantly higher than the estimated amount 

in the CFA. The CFA estimated law enforcement costs at $21.1 million 

based on a comparison of a small sample of cities that currently contract 

with the Los Angeles County Sheriff’s Office. According to the CFA, 

this represents approximately a 30% reduction in sworn officers per 

capita and assumes the Sheriff would contract for this amount. This 

assumption has not been validated by officials from the Los Angeles 

County Sheriff’s Office. Moreover, this estimate does not include nearly 

$6.8 million in estimated start-up costs in the first year of the contract. 

 

Our review of this item and a conversation with Sheriff’s Office staff 

disclosed that the Sheriff’s Office spent more than $36 million in the 

base year to provide law enforcement services in the proposed city. This 

amount does not include California Highway Patrol costs for traffic 

enforcement. The Sheriff Office’s analysis for contract law enforcement 

ISSUE 1— 

Overstated contract city 

law enforcement costs 

($2.3 million) 

(proponents’ Issue 1) 
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services estimated enforcement costs at $31.2 million for the proposed 

city and does include traffic costs, but not parking costs. The 

$31.2 million estimate was based on including the proposed cities’ actual 

law enforcement costs in the Sheriff’s contract cost model, which has a 

cost sharing component. This cost sharing component shares some law 

enforcement costs among all contract cities and actually reduced law 

enforcement costs in the proposed city. 

 

Government Code section 56800(a)(1) states, in part: 
 

When determining costs, the executive officer shall include all direct 

and indirect costs associated with the current provision of existing 

services in the affected territory.  These costs shall reflect the actual or 

estimated costs at which the existing level of service could be 

contracted by the proposed city following an incorporation, if the city 

elects to do so . . . the executive officer shall also review how the costs 

of any existing services compare to the costs of services provided in 

cities with similar populations and similar geographic size that provide 

a similar level and range of services and shall make a reasonable 

determination of the costs expected to be borne by the newly 

incorporated city. 

 

If the proposed city was incorporated, the city could possibly negotiate a 

law enforcement contract with the Sheriff’s Office at a reduced service 

level. The Sheriff has explained to the SCO that the $31.2 million was 

estimated to provide the current level of service. The Sheriff’s Office 

further explained to the SCO that any reduction in law enforcement costs 

would result in a lower level of service. Sheriff’s Office staff further 

stated that the Sheriff’s Office will not abandon any city or county 

resident. However, any contract at a significantly reduced rate would 

have to be agreed upon by the Sheriff and the County Board of 

Supervisors, as officer safety is always a concern of the Sheriff.  

 

 

The proponents, in their request to LAFCO, stated: 
 

ELARA requests that the State Controller review the CFA franchise fee 

estimates. 

 

The proponents believe that $2.3 million in franchise fee revenue is 

missing from the CFA and raised the following concerns in their request 

to LAFCO: 
 

The CFA estimated franchise fee revenue based on County-reported 

data; similar to its utility user tax estimates, the County’s estimates 

were missing a substantial amount of revenue based on validity testing 

with comparable cities. The CFA estimated $1.3 million in franchise 

fee revenue is presently generated in East Los Angeles. That amounts 

to $11 per capita. By comparison, franchise fees generated $29 per 

capita in the CFA comparison cities, and even more in other cities with 

a similarly low job concentration like East Los Angeles, as shown in 

Table 3.5. Hence, there is $2.3 million in missing revenue from this 

source. 

 

  

ISSUE 2— 

CFA understated 

franchise fee revenue  

($2.3 million) 

(proponents’ Issue 4) 
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ELARA further notes: 
 

The proposed city would negotiate franchise agreements with its utility 

providers, including the solid waste hauler, during the transition period, 

and would be expected to negotiate reasonable terms like other cities 

and have reasonable success in collecting the fees from utility 

providers.  

 

It should be noted that the County does not currently charge a solid 

waste franchise fee in the proposed city, and stated that it does not do 

so because the garbage hauler is presently contracted through a County-

dependent special district, the Belvedere Garbage Disposal District 

(BGDD). ELARA has proposed that LAFCO dissolve BGDD and 

merge it into the new city. The county has voiced no objection to that. 

Hence, the new city would be in a position to negotiate a franchise 

agreement with its future hauler. 

 

SCO’s Analysis and Response to Issue 2 (Proponents’ Issue 4) 

 

The SCO found the exclusion of the solid waste franchise fee from the 

CFA is reasonable because the county currently does not collect a solid 

waste franchise fee. The CFA should reflect revenues currently collected 

within the proposed incorporation area. 

 

“A Guide to the LAFCO Process for Incorporations,” published by the 

Governor’s Office of Planning and Research (OPR Guide) states, in part 

(page 23): 
 

In the data request letter, the affected agencies should be asked to 

verify . . . revenues associated with the provision of service(s) to the 

proposed incorporation area. This information is used to establish the 

base year . . . revenues. 

 

The use of comparable cities’ revenue to project a proposed city’s 

revenue is highly subjective, as is choosing comparable cities. Even 

though cities can have similar populations, locations, and services, each 

city or proposed city is unique. Cities have different fee and tax mixes 

based on their needs and services. 

 

Subject to any existing agreements, the proposed city could negotiate 

franchise agreements for all applicable services. For example, at the 

same time the proposed incorporation was voted on, LAFCO could 

propose the dissolution of the Belvedere Garbage Disposal District. The 

new city would then be able to contract with a garbage hauler of its 

choosing and charge a solid waste franchise fee for the proposed city. 

This would create new/additional franchise fee revenues for the proposed 

city but the revenues would not be available until existing contracts 

expire or terminate, which may require more than one year to complete. 
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The proponents, in their request to LAFCO, stated: 
 

ELARA requests that the State Controller review the CFA assumptions 

regarding exclusion of formula grants from the new city’s revenue 

sources for conformity with Government Code §56800(a)(1). 

 

The proponents raised the following concern: 
 

The CFA excluded formula grants, such as Community Development 

Block Grants (CDBG), Justice Assistance Grant, Local Law 

Enforcement Block Grant, and COPS under the justification that “cities 

rarely, if ever, rely on these funding sources to fund recurring 

operational costs,” and that such revenues are unreliable and declining 

(CFA p. 156). 

 

ELARA estimates that CDBG would have generated $3.4 million in 

revenues in FY 09-10, based on analysis of the funding formula, 

allocations in that year, 2000 Census data in East Los Angeles, and 

analysis of comparison cities. CDBG rules allow cities to use 

15 percent of the funds to finance code enforcement services (a general 

fund service) and the remainder for capital projects. The remainder of 

these funds would help finance capital needs in the proposed city’s road 

and transit funds. Also, ELARA analyzed grant sources that the 

comparison Sheriff contract cities received, and found $4.97 per capita 

in grant revenues that were explicitly used to finance Sheriff costs; that 

would equate to $0.6 million in missing revenues for the new city. It is 

clearly biased and erroneous for the CFA to include costs that are 

financed by grants, but to exclude the revenue source 

 

SCO’s Analysis and Response to Issue 3 (proponents’ Issue 6) 

 

The SCO found the CFA preparer’s methodology resulted in an accurate 

and reliable estimate of costs and revenues. 

 

The SCO concludes that the CFA appropriately excluded grant revenues 

and expenditures associated with grant revenues, as suggested in “A 

Guide to the LAFCO Process for Incorporations,” published by the 

Governor’s Office of Planning and Research (OPR). The OPR Guide, on 

page 27, states: 
 

When determining base year costs, LAFCO must include all direct and 

indirect costs associated with the current provision of existing services 

in the proposed incorporation boundary. These costs should reflect the 

actual or estimated costs at which the existing level of services could be 

provided by the proposed city and should include any general fund 

expenditures necessary to support or subsidize a fee-supported service 

if the costs of providing the service are not fully recovered through 

fees. 

 

The OPR Guide further states that special revenues used to cover costs 

such as federal grants and CDBG grants are excluded from base-year 

costs. Further, the proponents’ claim that other cities have survived by 

grants is not germane because grants are to be excluded from the CFA. 

 

  

ISSUE 3— 

CFA ignored grant 

revenues but not 

grant-funded 

expenditures ($4 million) 

(proponents’ Issue 6) 
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In addition, the preparer of the CFA and the LAFCO Executive Director 

determined the exclusion of grant revenues was appropriate. Government 

Code section 56800(a)(1) gives the Executive Officer the discretion to 

include relevant revenue. 

 

We questioned the LAFCO Executive Officer and the CFA preparer 

about the inclusion of grant expenditures in the CFA. The preparer stated 

that to the best of his ability and knowledge, grant expenditures were 

excluded from the CFA. Also the Executive Officer was not aware of 

any grant expenditures in the CFA. We further discussed the matter with 

the county’s Executive Office and they also claimed that grant 

expenditures and revenues were excluded except for Proposition 172 (for 

public safety) monies that the proposed city is not eligible to receive. 

 

The CFA preparer’s methodology resulted in an accurate and reliable 

estimate of costs and revenues. 

 

 

The proponents, in their request to LAFCO, stated: 
 

ELARA requests that the State Controller review the CFA assumptions 

regarding exclusion of non-residential land lines from the estimates of 

utility users’ tax revenue.  

 

The proponents further note: 
 

The CFA estimated that utility users tax generate $5.0 million in 

revenue in East Los Angeles during FY 09-10 (CFA pp. 45, 67). The 

estimate was based on incomplete and inaccurate data provided by the 

County and Southern California Edison. The CFA subsequently 

identified a better data source for the electric tax base, and partially 

corrected the County’s estimate of telephone tax base which had not 

included landlines. The CFA author has acknowledged that telephone 

landlines for non-residential customers (which include the significant 

public sector presence in East Los Angeles) were not included in the 

estimate. Based on analysis of comparison cities with a similar base for 

their utility taxes, there is $1.7 million in missing revenue. 

 

SCO’s Analysis and Response to Issue 4 (proponents’ Issue 7) 

 

The SCO concludes that the CFA failed to include estimates from all 

revenue sources that are subject to the utility users’ tax, including non-

residential land-lines. During our review we noted that AT&T land-line 

data was missing from the CFA. 

 

An AT&T representative, in an e-mail, stated that because of AT&T’s 

database design it would be too costly for AT&T to provide the proposed 

East Los Angeles utility users’ tax information. It is our understanding 

that the CFA preparer did not apply alternate procedures to estimate the 

tax. 

 

  

ISSUE 4— 

Understated utility user 

tax revenue ($1.7 million) 

(proponents’ Issue 7) 
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The proponents allude to the significant public sector presence in East 

Los Angeles, thereby implying that the Utility Users’ Tax (UUT) from 

the public sector is not accounted for.  It is our understanding that the 

county ordinance for UUT excludes non-profit organizations and 

government entities. 

 

To the extent that the CFA has excluded the UUT from eligible land-

lines, the CFA is unreliable. However, the proponents’ estimate of 

$1.7 million additional revenues from the UUT from non-residential 

land-lines does not necessary reflect the amount to be collected by the 

proposed new city. 
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Appendix— 

Pro Forma Computations 

Using Proponents’ Estimated Amounts 
 

 

Proponents SCO

Year 1

Total revenues (CFA Table 1) 39,679,779$      39,679,779$     

Total expenditures (CFA Table 1) 49,447,076        49,447,076       

Deficit (CFA Table 1) (9,767,297)         (9,767,297)       

Proposed adjustments:

    Franchise fees 2,300,000          -                   

    Grant revenues 4,000,000          -                   
1

    Utility users' tax 1,700,000          -                   
2

    Decreased/(increased) Sheriff’s Office costs 2,300,000          (10,078,476)     

    Sheriff's Office start-up costs -                     (6,779,732)       

Total proposed adjustments 10,300,000        (16,858,208)     

Year 1 revised surplus/(deficit) 532,703$           (26,625,505)$   

Year 2

Total revenues (CFA Table 1) 39,146,362$      39,146,362$     

Total expenditures (CFA Table 1) 49,298,490        49,298,490       

Deficit (CFA Table 1) (10,152,128)       (10,152,128)     

Proposed adjustments:

    Franchise fees 2,300,000          -                   

    Grant revenues 4,000,000          -                   
1

    Utility users' tax 1,700,000          -                   
2

    Decreased/(increased) Sheriff’s Office costs 2,300,000          (10,078,476)     

Total proposed adjustments 10,300,000        (10,078,476)     

Year 2 revised surplus/(deficit) 147,872$           (20,230,604)$   

Revised Deficit Computation, Years 1 and 2 Only

__________________________ 

1 Grant revenues are not allowable per the OPR Guide. If grant revenues were to be allowed, the Community 

Development Block Grant of $3.4 million proposed by the proponents would be limited to 15% of the grant or 

$510,000 for general purposes. The remainder would have to be spent on capital projects. Adding in the 

additional $600,000 in grants the proponents proposed, would raise the total grant revenues to approximately 

$1.1 million. 

2 The utility users’ tax amount should have been included; however, the county did not have sufficient information 

to calculate this amount. 
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Attachment— 

ELARA Request for State Controller Office 

Review of East Los Angeles CFA 
 

 

NOTE: Page 10 of the request has not been included here due to  

the confidential nature of the information contained on that page. 
 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 



 

 

 

 

 

 

 

 

 

Page 10 of this attachment left blank due to confidentiality of document 
 

  



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

State Controller’s Office 

Division of Audits 

Post Office Box 942850 

Sacramento, CA  94250-5874 

 

http://www.sco.ca.gov 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
S12-SPA-900 


